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Tier One Energy Corp. is an independent oil and gas 


Tier One's successes and continuing growth are based 


exploration, development and production company upon a strong financial framework. One forged by a 
operating in Alberta. Publicly traded for the past two management team whose unique combination of 
years, the Company's goal is to maximize shareholder technical expertise, field experience and proven track 
value by successfully exploring and exploiting internally record ensures a strong future for the Company. 
generated opportunities. As a true full-cycle exploration Tier One has already established a high quality, high 
and production enterprise, the Company has set its impact asset base and impressive results. We are well 
course to achieve ongoing growth and value primarily positioned for accelerated growth. 


through the drill bit. This approach will, on occasion, 


be further strengthened by strategic asset purchases Tier One's Class A and Class B shares trade on the 


designed to consolidate our position within Tier One Alberta Stock.Exchange under the trading symbols 
focus areas. "TO.A" and "TO.B" respectively. 
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We encourage shareholders to attend the Annual 


General Meeting to be held Thursday, June 10, 1999 at 
Th ( () \ ] \ ] 3:00 p.m. in the Lake Louise Room, The Westin Calgary, 
ee TSS 320 Fourth Avenue SW, Calgary, Alberta. 
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FINDING & DEVELOPMENT COSTS an cart stoe 


TierOne... 


Average production up |15 per cent to 287 bbls/d with fourth 
quarter production averaging 459 bbls/d; also achieved target 
exit rate of 600 bbls/d with December average production of 
655 bbls/d. 
Revenues increased 64 per cent to $1.4 million. Cash flow 
per Class A share increased 40 per cent to $0.14 per share 
on $484,566. Recorded another profitable year with a net 
income of $1,949. 

h 
Operating costs averaged $4.63/boe, a 32 per cent decrease 


over the previous start up year. 


DURING 1998, TIER ON 
MOVING UP TO SMAL 


General and administrative costs dropped to $2/boe, down from 
$4.56/boe in 1997. 

i 
Proven and probable reserves, as evaluated by McDaniel and 
Associates Consultants Ltd., increased to 2.4 million boe, up 69 
per cent, with proven only additions replacing production over 
eight times. 

h 
Generated low finding and development costs of $6.34/boe 
proven and $5.10/boe proven and probable. 

Rh 
Drilled four gross wells (2.92 net) with 100 per cent success; 
generating two high rate horizontal oil wells (1.46 net); one 


significant gas well (0.73 net); and a required service well (0.73 net). 
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Cost-effectively tripled our undeveloped land base to a total 


of 60,000 net acres in the Company's focus areas. 


Tier One launched its natural gas program with a new pool 


i Net Acres 


wildcat gas discovery on its Morinville prospect, where it has 
a 72.5 per cent interest. The well tested at a stabilized rate 


of 2 mmcf/d. 


30,000 
As targeted, the Company also added a new gas oriented 


focus area. Ukalta offers a considerable inventory of gas 20,000 


exploration prospects. 
P P P 10,000 


Continue to double production with a 1999 average production rate reaching 650 boe/d and an estimated exit rate 


weighting to natural gas of 30 per cent. 


Strengthen the balance between oil and gas production by further focussing on the Company's gas drilling opportunities. 


Build upon Tier One's profile within the investment community. 


Continue to raise shareholder value by increasing both cash flow per share and net income. 
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INANCIAL HIGHLIGHT 


For the year ended December 31 
Oil Sales 


Cash Flow from Operations 
Per Class A Share 


Net Income 


Per Class A Share 


Capital Expenditures 


Working Capital Surplus (deficiency) 
Long-term Debt 
Shareholders’ Equity 


Total Assets 


Shares Outstanding 


Class A 
Class B 


Stock Options (incl. issued & committed) 


OPERATIONS 


For the year ended December 31 
Average Daily Oil Production (bbls/d) 
December Production Rate (bbls/d) 
Average Product Sales Price 


Wells Drilled 


Gross / Net 
Success Rate (%) 


As at December 31 

Reserves — Proven (boe) 

Reserves — Proven and Probable (boe) 
Undeveloped Land (net acres) 


1997 


1998 

$ 1,355,199 
$ 484,566 
$ 0.14 
$ 1,949 
$ 0.00 
$ 5,453,144 
$ (1,598,598) 
$ 3,400,000 
$ 3,343,584 
$ 9,511,115 
3,411,719 
444,400 
401,000 
287 

655 

$ 14.75 
4.0/2.9 
100 
1,571,000 
2,375,000 
60,000 


$ 918,728 


$ 366,929 
$ 0.10 
$ 45,916 
$ 0.01 


$ 5,756,574 


$ 719,980 
$ 750,000 
$ 4,773,714 
$ 7,786,766 


3,411,719 
444,400 
366,000 


133 
298 
$ 19.88 


290 aise 
90 


816,000 
1,410,000 
15,000 


Our success is based on a growth strategy involving 
several fundamental principles. All are focussed on 
building shareholder value over the long term. We're 
aggressive, yes. Locked into growth at the expense of 


per share value, no. 


This is a drilling oriented enterprise working in proven 
hydrocarbon areas with multiple zone potential for both 
oil and natural gas. We effectively manage both risk and 
costs by internally generating our prospects, maintaining 
high working interests in, and operating all of our plays. 

In good times, low operating costs are a factor for 
success. In hard times, they're a necessity. Tier One's 1998 
operating costs were $4.63/boe and are forecasted to be 


approximately $3.50-$4.00/boe in 1999. 
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We've always made strategic acquisitions an integral part 


of our plans. The key word, however, remains "strategic." 
Our growth will come primarily through the drill bit, 
tapping exploration and exploitation opportunities from 
the Company's growing inventory of high impact 


prospects. 


While teamwork is an often overused term these days, 
at your Company, it's at the very core of everything we 
do. Quite simply, Tier One is a group of seven highly 
skilled, experienced, resourceful, hardworking 
professionals. We know how to find oil and gas, how to 
get it out of the ground and to market profitably. We're 


here to build a success story with a long history. 


TierOne. 


RESIDENT 


This year was a challenging one for everyone in the oil 
business as poor market conditions prevailed. It was a 
true test for a young company like Tier One Energy 
Corp. I'm pleased to say your Company not only passed, 
but achieved a very solid position for aggressive future 
growth. The positive results are due to the hard work, 
smart judgement and technical expertise of Tier One 
staff. | would like to thank them for their outstanding 


efforts. The Company's performance also reflects the 
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A combination of discipline, discerning yet aggressive 
action, and flexibility best sum up the forces behind this 
year's activities. On the one hand, we stayed true to our 
objectives. Yet, we curtailed capital expenditures early in 
the year, avoiding the pitfalls that arose as the negative 
market trend set in. The Company ended 1998 with a 
very manageable long-term debt and working capital 
deficiency of $5 million — working comfortably within 


our credit line of $5.5 million. 


commitment and valued guidance of the Board of 


Directors to whom I'd like to express my appreciation. 


During 1998, Tier One left infancy behind, moving up to 
small producer status. Total production grew by I 15 per 
cent. As corporate oil prices fell by 26 per cent, Tier 
One's revenue increased 64 per cent and total cash flow 
per Class A share increased 40 per cent. 

Our undeveloped land base tripled to 
60,000 net acres and we replaced ALBERTA 
production more than ten times on a 


proven and probable basis. 


Over the last twenty-four months, the 
Company has focussed on establishing 
a solid foundation, one step ata time. | eae 
Coming through a hard period, we 
stand with a strong land position, 
particularly for a company of our size; 
numbers that speak to the high 

quality of our assets; and an extensive 
inventory of exploration prospects and 


development drilling opportunities. 


i 
Medicine Hat 


FOCUS AREA 


Daily operating cost sheets, our field operator incentive 
program plus Tier One owned and operated facilities, 
are just some of the Company's ongoing cost control 
measures. In a weak market, these factors contributed to 
our posting peak wellhead netbacks of $12/bbl (Cdn). 
The Company's aggressive marketing program — involving 
constant monitoring and adjustments — made a positive 
difference, at times earning more than $1/ barrel in 


= our favour. 


A very concentrated approach to 
exploration and operations delivered 
sound results. Taking substantial steps 
to balance our product portfolio, Tier 
| | One launched a natural gas program 
a | ioe. in 1998. This included the addition of 
ks the new, very promising, Ukalta focus 
area and a new pool wildcat gas 
discovery on our Morinville prospect. 


Re ae We also expanded activities in our 


original focus area of Wildmere. 
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DENTS MESSAG 


Already home to a profitable, long-term oil pool, Tier One’s 1999 capital expenditures of $4 million are 
Tier One initiated a gas-oriented project, taking advan- primarily focussed on natural gas. However, should oil 
tage of the proven, yet under explored hydrocarbon prices improve and stabilize, the Company is well 
region that makes up a significant part of this area. positioned to accelerate oil production by developing 

its inventory. 
The Company made the Edmonton focus area a top 
priority in 1998 and the results did not disappoint. Over the course of the next two years, we plan to 
Exploitation activity on the Chamberlain Mannville oil continue doubling production, moving towards a rate of 
pool saw two horizontal wells producing 800 bbls/d by 2000 boe/d by year-end 2000.A number of initiatives are 


QUK SIZE: NUMBERS THAT SPEAK TO THE HIGH QUALITY OF OUR ASSETS: 


VELOPMENT DRIELING OPPORTUNITIES. 


year-end. Payout on the second well should be achieved in place — ready to go. Tier One is well on its way to 
in only four months. When further planned drilling is increasing shareholder value and posting further growth 
complete, we expect Chamberlain production to reach as a strong, emerging low-cost producer. 


2,000 bbls/d. Independent engineering estimates show the 
pool has 3.3 million barrels of oil ir: place. 
On behalf of the Board of Directors, 
The successful waterflood at our Wildmere General 
Petroleum "G" oil pool added significant, upward revisions 
to the proven reserves within the pool. 
Twelve more wells currently slated for SHLD y 
drilling in 2000 should double gross 


production rates to 1,200 bbls/d. A. Scott Dawson, P.Eng. 


This is one example of the many President and Chief Executive Officer 


opportunities Tier One plans to 


maximize. 


Looking ahead, the Company is 
targeting average production for 1999 
to reach 650 boe/d — 700 boe/d. 


Forecasts also reflect a continued 


commitment to our natural gas 
program with an intended exit rate 


weighting of 30 per cent. 


: : ] TierOne, 


PRODUCT 
Oil ranging from 27°API to 35°API, natural gas 


LAND HOLDINGS 


6,000 net acres of undeveloped land 


OPPORTUNITIES 


Horizontal development drilling for oil, 


exploitation and exploration 


WORKING INTEREST 
Chamberlain 73% Morinville 72.5% Hercules 100% 


OPERATOR 
Tier One Energy Corp. 


~ 


Tier One Lands 


We're pleased to say the Edmonton area has already met and is continuing to exceed our expectations. The Company's 
exploitation activity on the Chamberlain Mannville oil pool, for instance, is producing extremely successful horizontal 
drilling results to-date and has proven up several additional development drilling opportunities. We've also identified a 
number of exploration and exploitation prospects. Edmonton will be one of Tier One's cornerstone focus areas for the 


next several years. 


Chamberlain Mannville Oil Pool 

In geological terms, the Chamberlain pool features an 
average net pay of eight metres and a maximum net pay 
of thirteen metres. Low oil viscosity and a bottom water 
drive make this an exceptional horizontal drilling play. 
Over the course of 1998, Tier One installed an oil 
processing battery and drilled a water disposal well. 
The Company also drilled two horizontal wells, a single 
lateral and a dual lateral, both of which were brought 
on-stream by the latter half of 1998. 


Amid the prevailing low price environment, the property 
achieved wellhead netbacks of $12/bbl (Cdn). Low 
operating costs, which dropped to $1.61/bbl by the final 
quarter of 1998, contributed to this outstanding 
performance. 


TierOne, 


A number of factors point to a very positive future 
waiting to unfold as the price of oil increases. 

The Company is already moving ahead with plans to 
maximize production from the first two wells by installing 
a second treater in the second quarter of 1999. 

This commitment is warranted as we're confident the 
second Chamberlain well, alone, is capable of delivering 
500 bbls/d. As market conditions improve, we plan to 
optimize this play by pursuing four already identified 
horizontal drilling locations. Under full-scale operation, 
pool production rates should reach 2,000 bbls/d. 
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Chamberlain 
73% \nterest 


Location 


| Possible Pool 
Extensions 


Hercules Prospect 
100% Interest 


4 —— Horizontal Wells 


Location 
2D Seismic 


= 


- <= Infill Horizontal Wells 
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According to year-end reserve reports by independent 
petroleum engineers, McDaniel & Associates Consultants 
Ltd., the pool has 3.3 million barrels of oil in place. 
Using horizontal drilling techniques, analogous pools in 
the region have demonstrated a 30-50 per cent recovery 
factor. 


Making this project even more attractive is the very real 
possibility of pool extensions in either one or two 
directions. Data from a 1950's well and the Company's 
proprietary 2D seismic have provided sufficient results to 
warrant further investigation and expectations of 
increasing the current pool size. 


The Company has also identified an exploration fairway 
where analogous geologic prospects are likely to occur. 
Tier One's certainty in this area is reflected in our 
acquisition of 4,000 net acres of land along this trend 
over the past year. We believe this under explored area 
offers long-term, high impact, growth opportunities. 
Our starting point: the Hercules prospect. 
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Hercules Prospect 

Activity on this prospect is based on an abandoned well 
which drill-stem tested encouraging hydrocarbon 
recoveries of both light oil and natural gas. During the 
past year, Tier One acquired the mineral rights and 
completed a 2D seismic program identifying a drilling 
location offsetting the abandoned well. While this play 
remains to be proven, available data and records give the 
Company every reason to be very optimistic. With a 100 
per cent interest, Tier One plans to drill a test well in the 
spring of 1999 and, if successful, anticipates the Hercules 
prospect may be a strong candidate for horizontal drilling. 


Morinville 

In 1998, Tier One launched its gas exploration drilling 
program with a new pool wildcat gas discovery at 
Morinville. Based on flow test analysis and initial 
production rates, this well holds substantial promise. 
The results indicate the gas pool has the potential for 
reserves of 3 bcf. The well is currently flowing at 
approximately 2 mmcf/d with Tier One netting 

1.5 mmef/d. It's tied into ATCO Gas Services' Carbondale 
Plant with firm processing in place for | mmcf/d and an 
additional | mmcf/d of interruptible service. 
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PRODUCT 


Natural gas, secondary potential for oil 


LAND HOLDINGS 
50 contiguous sections 


of undeveloped land 


OPPORTUNITY 


Full-cycle exploration 


WORKING INTEREST 
70 to100% 


OPERATOR 
Tier One Energy Corp. 


Tier One's new focus area is located in a proven 
hydrocarbon region and offers multiple zone potential. 
The company's largest contiguous land block, Ukalta is a 
predominantly shallow gas play, with secondary oil 
possibilities. The area is well suited to our full-cycle 
natural gas exploration strategy that is based on several 
factors: accumulating large tracts of land, controlling 

the infrastructure and achieving rapid cash flow. 


The Company plans a phased approach for Ukalta, having 
already purchased the land at a cost-effective price and 
completed an extensive seismic program. Phase One, 
planned for spring of 1999, will involve five new pool 
wildcat tests. Recognizing the risk inherent to this phase, 
we've farmed-out a portion of the exploration drilling. 
The Company will cover 40 per cent of Phase One 
drilling and evaluation costs while maintaining a 70 per 
cent working interest in production. This will enable us to 
minimize risk capital while ensuring significant impact 
from successful well results. 


TierOne, 


Potential Gas Pools Exploration Locations 


Tier One Lands 


Tier One plans to take advantage of the low cost drilling 
characteristics of the area and the nearby Nova pipeline 
infrastructure, offering commercial access to market. 
Based on the anticipated healthy results of Phase One, 
we intend to follow-up quickly with Phase Two, involving 
further exploration drilling and potential development 
opportunities. 


Medium to heavy oil, natural gas 


LAND HOLDINGS 


12,800 net acres of undeveloped |. 


-Oprorrunity : 
Development drilling for oil and gas, 
exploitation and exploration 


WORKING INTEREST 
_ 27% in Wildmere GP"G" oil pool - 
100% interest in Wildmere gas area 


OPERATOR 
Tier One Energy Corp. 


At Tier One, Wildmere is seen as both a long-term, cash flow anchor and a tremendous opportunity. During the past year 
for example, the Company took advantage of the area's versatile product range and realigned our focus to tap the natural 
gas opportunities Wildmere offers, without incurring any additional land costs. 


Wildmere Gas 


This focus area is coming into play as a significant natural With over 500 kilometres of 2D seismic data in place, the 
gas opportunity for Tier One. We've already made a new Company has identified four natural gas exploration 

pool wildcat gas discovery and, based on the Company's locations. Tier One plans to pursue this opportunity over 
flow test analysis, the pool is estimated to have |.5 bcf of the course of the next 24 months and, given anticipated 
natural gas in place. This initial success is one piece of a results, would develop infrastructure linking the 

broader two-year project that will draw upon the proven, Company's production with the nearby Nova pipeline 

yet under explored hydrocarbon region that lies within system. 

and adjacent to the 12,800 net undeveloped acres in our 

Wildmere focus area. This is an important opportunity for Tier One that 


should deliver quick cash flow and offers room for 
further expansion on adjacent Crown lands. 
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Tier One Lands 


WILDMERE GP'G OIL POOL 


og 


The Wildmere GP "G" oil pool continues to play a critical 
role in Tier One's performance. The Company has, to-date, 
infill drilled this pool with 16 wells on a 20-acre spacing 
and received "Good Production Practice" approval in 
October 1998. Currently averaging 650 bbls/d netting 

175 bbls/d to Tier One, the initial productivity of these 
wells has been exceptional, achieving 100 —125 bbls/d. 
During the low price period of 1998, Wildmere earned 
very credible wellhead netbacks of $9.50/bbl (Cdn). 

Low operating costs and a low royalty structure also 
contribute to Wildmere's strong position in our portfolio. 
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This year's successful waterflood added significant 
upward, proven reserve revisions to the pool. Based on 
3D seismic data, Tier One plans to optimize the area by 
drilling 12 more wells (nine as producers and three as 
water injectors). Targeted for 2000, this activity will 
double production rates with the Company's net share 
increasing to approximately 300 bbls/d. Tier One has 
earmarked this property as a consistent, long-term 
producer with an estimated average annual decline of 
10-15 per cent over the life of the pool. 
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CRUDE OIL & NATURAL GA 


CRUDE OIL & NATURAL GAS RESERVES 


The volumes and present value of Tier One's petroleum reserves have been evaluated as at January |, 1999 by McDaniel & 


AY 


Associates Consultants Ltd. (“McDaniel”), independent petroleum engineers, in their report dated March |5, 1999 (the 


“McDaniel Report”). The “McDaniel Report” is summarized in the following tables. The present value of the estimated 


future revenue before tax to be derived by the Company’s petroleum reserves includes ARTC. 


RESERVE VOLUMES 


As at January |, 1999 


Company’s Share of Remaining Reserves 


(Before Royalties) 


Crude Oil Natural Gas mboe 
mstb mmcf (@10:1) 
Proved Developed 
Producing 1,140.8 - 1,140.8 
Non-Producing 185.9 2,449.9 430.9 

Proved Undeveloped - - - 
Total Proved 1326.8 2,449.9 1,571.7 
Probable Additional 603.6 2,003.2 803.9 
Total Before Risk 1,930.3 4,453.1 2,375.6 
Reduction due to Risk (4Prob) (301.8) (1,001.6) (401.9) 
Total after Risk 1,628.6 3,451.5 1,973.7 
98 RESERVES RECONCILIATION 
(Before Royalties) Crude Oil (mstb) Natural Gas (mmcf) mboe (@10:1) 

Proved Probable Total Proved Probable Total Proved Probable Total 
At Jan. 1, 1998 743.3 563.3 1,306.5 728.9 308.8 1,037.7 816.2 594.1 1,410.3 
Discoveries 583.5 151.4 734.9 1,798.0 1,745.5 3,543.5 763.3 325.9 1,089.2 
Acquisitions - - - ~ - - - - 
Production (104.8) = (104.8) = = (048) = (104.8) 
Dispositions - - - - - - - - - 
Revisions 104.8  (II1.1) (6.3) (77.0) (51.1) (128.1) 97. (116.2) (19.1) 
At Jan.1, 1999 1,326.8 603.6 1,930.3 2,449.7 2,003.2 4,453.1 1,571.7 803.9 2,375.6 


PRESENT VALUE OF ESTIMATED FUTURE NET REVENUE 


BEFORE TAK ¢$ thousands) 


As at January |, 1999 


Discounted at 


10% 


12% 


15% 


Proved Developed 11,962.8 11,178.8 10,166.7 
Proved Undeveloped - - = 

Total Proved 11,962.8 11,178.8 10,166.7 
Probable Additional 6,411.6 5,731.8 4,913.2 
Total Proved plus Probable 18,374.4 16,910.6 15,079.9 
Proved plus 50% Probable 15,168.6 14,044.7 12,623.3 


Pac: 


2500 - 
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FINANCIAL STATEMENTS OF 
THRONE ENERGY CORP, 


YEARS ENDED DECEMBER 31, [790 AND 107 


AUDITORS REPORT 10 THE SHAREHOLDERS 


We have audited the balance sheets of Tier One Energy Corp. as at December 31, 1998 and 1997 and the statements of 
earnings and retained earnings and changes in financial position for the year then ended. These financial statements are the 
responsibility of the Corporation’s management. Our responsibility is to express an opinion on these financial statements 


based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 


evaluating the overall financial statement presentation. 
In our opinion, these financial statements present fairly, in all material respects, the financial position of the Corporation as 


at December 31, 1998 and 1997 and the results of its operations and the changes in its financial position for the year then 


ended in accordance with generally accepted accounting principles. 
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Chartered Accountants 


Calgary, Canada 
March 9, 1999 
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BALANCE SHEET) 


December 31, 1998 and 1997 


1998 1997 
Assets 
Current assets: 
Cash $ = $ 570,063 
Accounts receivable 1,064,870 2,337,834 
Prepaid expenses 22,078 28,075 
Inventor 45,429 34,504 
1,132,377 2,970,476 
Capital assets (note 3) 8,378,738 4,816,290 
$ 9 511,115 $ 7,786,766 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities $ 2,307,999 $ 2,250,496 
Bank indebtedness 422,976 - 
2,730,975 2,250,496 
Long-term debt (note 4) 3,400,000 750,000 
Future site restoration 36,556 12,556 
Shareholders’ equity: 
Share capital (note 5) 3,295,006 4,727,085 
Retained earnings 48,578 46,629 
3,343,584 4,773,714 
$ 9,511,115 $ 7,786,766 


See accompanying notes to financial statements. 


Approved on behalf of the Board: 


Se reese 


A. Scott Dawson Earl C. Fawcett 
Director Director 


THONG Ore a ae ew. 
( LOR ANNUAL REPORT 


STATEMENTS Of EARNINGS & RETAINED EARNINGS 


Years ended December 31, 1998 and 1997 


Revenue: 
Production 
Interest and other income 


Expenses: 
Operating 
Interest 
General and administrative 
Depletion and depreciation 


Earnings before income taxes 


Income taxes: 
Deferred 


Net earnings 


Retained earnings, beginning of year 
Retained earnings, erid of year 


Earnings per common share 


See accompanying notes to financial statements. 


1998 1997 

$ 1,355,199 826,017 

_ 92,711 

1,355,199 918,728 

485,406 330,598 

174,994 _ 

210,233 221,681 

482,617 247,127 

1,353,250 799,406 

1,949 119,322 

= 73,406 

1,949 45,916 

46,629 713 

$ 48,578 46,629 

$ 0.00 0.01 
a Say oar _ TierOne 
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STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Years ended December 31, 1998 and 1997 


1998 1997 
Cash provided by (used in): 
Operations: 
Net income 1,949 $ 45,916 
Items not involving cash: 
Deferred income tax - 73,406 
Amortization of incorporation costs - 480 
Depletion and depreciation 482,617 247,127 
Funds from operations 484,566 366,929 
Changes in non-cash working capital 1,325,539 1,491,166 
1,810,105 1,858,095 
Financing: 
Common shares, net of expenses _ 2,486,923 
Bank indebtedness 2,650,000 750,000 
2,650,000 3,236,923 
Investments: 
Additions to capital assets (5,453,144) (7,598,006) 
Disposition of capital assets - 1,841,432 
(5,453,144) (5,756,574) 
Change in cash (993,039) (661,556) 
Cash, beginning of year 570,063 1,231,619 
Cash (bank indebtedness), end of year (422,976) $ 570,063 
Funds from operations per share 0.06 $ 0.05 


See accompanying notes to financial statements. 
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NOTES 10 FINANCIAL STATEMENTS 


Years ended December 31, 1998 and 1997 


|. Incorporation: 


Tier One Energy Corp. (the “Corporation”) was incorporated under the Business Corporations Act on July 31, 1996 
as 704690 Alberta Ltd. On October 17, 1996, the Corporation changed its name to Tier One Energy Corp. 


2. Significant accounting policies: 


(a) 


(b) 


(c) 


Petroleum and natural gas properties: 


The Corporation follows the full cost method of accounting for petroleum and natural gas operations whereby all 
costs related to the exploration for the development of oil and gas reserves are capitalized. These costs include 
land acquisition costs, geological and geophysical expenses, the costs of drilling both productive and non- 
productive wells and directly related overhead. Proceeds from the disposal of properties are deducted from the 
full cost pool without recognition of a gain or loss. When a significant portion of properties is sold, a gain or loss 
is recorded and reflected in the statement of earnings. 


Depletion of petroleum and natural gas properties is provided using the unit-of-production method based on 
production volumes before royalties in relation to estimated proven reserves as determined by independent 
engineers. Natural gas reserves and production are converted to equivalent units of energy on a 6:1 basis. 


The Corporation annually applies a ceiling test to capitalized costs to ensure that such costs do not exceed the 
costs of unproven properties plus future net revenues from production of proved reserves at year end product 
prices less future administrative, financing and site restoration and income tax expenses. 


Substantially all of the Corporation’s exploration and development activities are conducted jointly with others 
and, accordingly, the financial statements reflect only the Corporation’s proportionate interest in such activities. 


Depreciation on office furniture and equipment is provided for on a 20% and 30% declining balance basis 
respectively. 


Future site restoration costs: 


Future site restoration costs are based on management's estimates and amortized by the unit-of-production 
method over the remaining proved reserves. The provision is included in depletion and depreciation in the 
statement of earnings. 


Per share amounts: 


Per share amounts are calculated using the weighted average number of Class A and Class B shares outstanding 


during the year. 
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NOTES 10 FINANCIAL STATEMENTS 


Years ended December 31, 1998 and 1997 


2. Significant accounting policies (continued): 
(d) | Flow-through shares: 


Resource expenditure deductions funded by flow-through share arrangements are renounced to investors in 
accordance with income tax legislation. Petroleum and natural gas properties and share capital are reduced by the 
estimated cost of the renounced tax deductions when the expenditures are renounced. 


(e) Inventory: 
Inventory includes field and facility equipment which is carried at the lower of cost and net realizable value. 
(f) Deferred income taxes: 


The Corporation follows the deferral method of tax allocation accounting under which the provision for 
corporate income taxes is based on the earnings reported in the accounts and takes into account the tax 
effects of timing differences between financial statement income and taxable income. 


3. Capital assets: 


Accumulated 

Depletion and Net Book 
1998 Cost Depreciation Value 
Petroleum and natural gas properties $ 9,001,824 $ 673,765 $ 8,328,059 
Office furniture and equipment 75,318 24,639 50,679 
$ 9,077,142 $ 698,404 $ 8,378,738 

1997 
Petroleum and natural gas properties $ 4,997,142 $... 231,375 $ 4,765,767 
Office furniture and equipment 58,935 8,412 50,523 
$ 5,056,077 $ 239,787 $ 4,816,290 


Costs relating to acquiring and evaluating unproved properties totaling $1,500,000 (1997 — $1,196,000) were excluded 
from the depletion and depreciation calculation. 


At December 31, 1998, the estimated future site restoration costs to be accrued over the remaining proved reserves 
are $491,275 (1997 — $320,000). 
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NOTES TO FINANCIAL STATEMENTS 


Years ended December 31, 1998 and 1997 


4. Bank loan: 


The Corporation has a $4,000,000 revolving demand loan for general corporate purposes bearing interest at the 
bank prime rate plus 7/4 %. In addition, the Corporation has a $1,500,000 non-revolving reducing demand loan which 
reduces $75,000 per month beginning January 31, 1999 and bears interest at the bank prime rate plus | °/4 %. These 
credit facilities are repayable on demand and are secured by a general assignment of book debts, a $10,000,000 fixed 
and floating charge debenture on certain properties and a floating charge over all other assets of the Corporation. 
The facility is renewable annually with the next annual review date to be April 30, 1999. 


5. Share capital: 
(a) | Authorized: 
Unlimited number of voting Class A shares. 


Unlimited number of voting Class B shares, convertible (at the option of the Corporation) at any time after 
December 31, 1999 and before December 31, 2001, into Class A shares. The fraction is calculated by dividing 
$10 by the greater of $1 and the then current market price of Class A shares. If conversion has not occurred by 
the close of business on December 31, 2001, the Class B shares become convertible (at the option of the 
shareholder) into Class A shares on the same basis. Effective on February |, 2002, all remaining Class B shares 
will be deemed to be converted to Class A shares. 


(b) Issued and outstanding: 


Number of 


Shares Amount 

Class A shares: 

Balance, December 31, 1996 3,015,000 $ 286,452 
Issued on a flow-through basis 258,619 543,100 
Issued on exercise of share purchase warrants 138,100 207,150 
Share issue costs - (9,327) 
Tax effect on share issue costs - 73,406 

Balance, December 31, 1998 and 1997 3,411,719 $ 1,100,781 

Class B shares: 

Balance, December 31, 1996 269,800 $ 2,698,000 
Issued pursuant to public offering (instalment option) 174,600 1,746,000 
Tax benefit renounced relating to flow-through shares = (817,696) 

Balance, December 31, 1997 444,400 3,626,304 
Tax benefit renounced relating to flow-through shares = 1,432,079 


Balance, December 31, 1998 444,400 $ 2,194,225 


Total share capital at December 31, 1998 $ 3,295,006 
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NOTES TO FINANCIAL STATEMENT) 


Years ended December 31, 1998 and 1997 


5. Share capital (continued): 
(c) Share options: 


As at December 31, 1998, 341,171 Class A shares of the Corporation were reserved for directors, officers and 
employees under the Corporation’s stock option plans were outstanding at prices ranging from $0.60 to $1.75 
per share and expiring in 2001 and 2003. 


The Corporation is committed to grant an additional 59,829 options following additional issuance of Class A 
shares. 


6. Related party transactions: 


At December 31, 1998, there is $1,700 (1997 — $335,438) in accounts receivable and $133,768 (1997 — $2,329) in 
accounts payable which are owing from and due to related parties. Related parties are companies owned by officers 
and directors of the Corporation. Balances owing from and due to related parties occurred at normal trade terms 
according to the Joint Venture operating agreement. 


7. Income taxes: 


The provision for income tax differs from the result which would be obtained by applying the combined Canadian 
Federal and Provincial income tax rate to income before taxes. This difference results from the following: 


1998 1997 
Effective tax rate 44.6% 44.6% 
Computed expected income tax $ 869 $ 53,241 
Effect on income tax of: 
Non-deductible crown royalties, net 8,267 34,615 
Resource allowance (46,618) (38,692) 
Non-deductible depletion 35,268 23,372 
Other 1,914 870 
Income tax expense $ — $ 73,406 


Capital assets with a net book value as at December 31, 1998 of $2,600,000 (1997 — $930,000) have a nominal value 
for income tax purposes as a result of flow-through share issues. 


At December 31, 1998, the Corporation had approximately $6,150,000 of resource and other unused income tax 
pools available to offset future taxable income. 


NOTES TO FINANCIAL STATEMENTS 


Years ended December 31, 1998 and 1997 


8. Financial instruments: 


Financial instruments of the Corporation consist of cash, accounts receivable, prepaid expenses, accounts payable and 
bank indebtedness and at December 31, 1998 there are no significant differences between the carrying value reported 
on the balance sheet and their estimated market values. 


9. Uncertainty due to the Year 2000 Issue: 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. 
Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information 
using year 2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates in 
1999 to represent something other than a date. The effects of the Year 2000 Issue may be experienced before, on, or 
after January |, 2000 and, if not addressed, the impact on operations and financial reporting may range from minor 
errors to significant systems failure which could affect an entity’s ability to conduct normal business operations. It is 
not possible to be certain that all aspects of the Year 2000 Issue affecting the entity, including those related to the 
efforts of customers, suppliers, or other third parties, will be fully resolved. 
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